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that an election is being made under
this paragraph (b).

(c) Effect of section 708(b)(1)(B) termi-
nation on determining date liabilities are
incurred or assumed. For purposes of ap-
plying this section, a termination of
the partnership under section
708(b)(1)(B) will not cause partnership
liabilities incurred or assumed prior to
the termination to be treated as in-
curred or assumed on the date of the
termination.

[T.D. 8380, 56 FR 66356, Dec. 23, 1991, as
amended by T.D. 8906, 656 FR 64890, Oct. 31,
2000; T.D. 8925, 66 FR 723, Jan. 4, 2001; T.D.
9207, 70 FR 30343, May 26, 2005]

§1.752-6 Partnership assumption of
partner’s section 358(h)(3) liability
after October 18, 1999, and before
June 24, 2003.

(a) In general. If, in a transaction de-
scribed in section 721(a), a partnership
assumes a liability (defined in section
358(h)(3)) of a partner (other than a li-
ability to which section 752(a) and (b)
apply), then, after application of sec-
tion 752(a) and (b), the partner’s basis
in the partnership is reduced (but not
below the adjusted value of such inter-
est) by the amount (determined as of
the date of the exchange) of the liabil-
ity. For purposes of this section, the
adjusted value of a partner’s interest in
a partnership is the fair market value
of that interest increased by the part-
ner’s share of partnership liabilities
under §§1.752-1 through 1.752-5.

(b) Ezceptions—(1) In general. Except
as provided in paragraph (b)(2) of this
section, the exceptions contained in
section 358(h)(2)(A) and (B) apply to
this section.

(2) Transactions described in Notice
2000-44. The exception contained in sec-
tion 358(h)(2)(B) does not apply to an
assumption of a liability (defined in
section 358(h)(3)) by a partnership as
part of a transaction described in, or a
transaction that is substantially simi-
lar to the transactions described in,
Notice 2000-44 (20002 C.B. 255). See
§601.601(d)(2) of this chapter.

(c) Example. The following example
illustrates the principles of paragraph
(a) of this section:

Example. In 1999, A and B form partnership
PRS. A contributes property with a value
and basis of $200, subject to a nonrecourse
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debt obligation of $50 and a fixed or contin-
gent obligation of $100 that is not a liability
to which section 752(a) and (b) applies, in ex-
change for a 50% interest in PRS. Assume
that, after the contribution, A’s share of
partnership liabilities under  §§1.752-1
through 1.752-5 is $25. Also assume that the
$100 liability is not associated with a trade
or business contributed by A to PRS or with
assets contributed by A to PRS. After the
contribution, A’s basis in PRS is $175 (A’s
basis in the contributed land ($200) reduced
by the nonrecourse debt assumed by PRS
($50), increased by A’s share of partnership
liabilities under §§1.752-1 through 1.752-5
($25)). Because A’s basis in the PRS interest
is greater than the adjusted value of A’s in-
terest, $75 (the fair market value of A’s in-
terest ($50) increased by A’s share of partner-
ship liabilities ($25)), paragraph (a) of this
section operates to reduce A’s basis in the
PRS interest (but not below the adjusted
value of that interest) by the amount of li-
abilities described in section 358(h)(3) (other
than liabilities to which section 752(a) and
(b) apply) assumed by PRS. Therefore, A’s
basis in PRS is reduced to $75.

(d) Effective date—(1) In general. This
section applies to assumptions of li-
abilities occurring after October 18,
1999, and before June 24, 2003.

(2) Election to apply §1.752-7. The
partnership may elect, under §1.752-
7(k)(2), to apply the provisions ref-
erenced in §1.752-7(k)(2)(ii) to all as-
sumptions of liabilities by the partner-
ship occurring after October 18, 1999,
and before June 24, 2003. Section 1.752—
7(k)(2) describes the manner in which
the election is made.

[T.D. 9207, 70 FR 30343, May 26, 2005]

§1.752-7 Partnership assumption of
partner’s §1.752-7 liability on or
after June 24, 2003.

(a) Purpose and structure. The purpose
of this section is to prevent the accel-
eration or duplication of loss through
the assumption of obligations not de-
scribed in §1.752-1(a)(4)(i) in trans-
actions involving partnerships. Under
paragraph (c¢) of this section, any such
obligation that is assumed by a part-
nership from a partner in a transaction
governed by section 721(a) is treated as
section 704(c) property. Paragraphs (e),
(f), and (g) of this section provide rules
for situations where a partnership as-
sumes such an obligation from a part-
ner and, subsequently, that partner
transfers all or part of the partnership
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interest, that partner receives a dis-
tribution in liquidation of the partner-
ship interest, or another partner as-
sumes part or all of that obligation
from the partnership. These rules pre-
vent the duplication of loss by prohib-
iting the partnership and any person
other than the partner from whom the
obligation was assumed from claiming
a deduction, loss, or capital expense to
the extent of the built-in loss associ-
ated with the obligation. These rules
also prevent the acceleration of loss by
deferring the partner’s deduction or
loss attributable to the obligation (if
any) until the satisfaction of the
§1.7562-7 liability (within the meaning
of paragraph (b)(8) of this section).
Paragraph (d) of this section provides a
number of exceptions to paragraphs (e),
(), and (g) of this section, including a
de minimis exception. Paragraph (i)
provides a special rule for situations in
which an amount paid to satisfy a
§1.752-7 liability is capitalized into
other partnership property. Paragraph
(j) of this section provides special rules
for tiered partnership transactions.

(b) Definitions. For purposes of this
section, the following definitions
apply:

(1) Assumption. The principles of
§1.752-1(d) and (e) apply in determining
if a §1.752-7 liability has been assumed.

(2) Adjusted value. The adjusted value
of a partner’s interest in a partnership
is the fair market value of that inter-
est increased by the partner’s share of
partnership liabilities under §§1.752-1
through 1.752-5.

(3) §1.752-7 liability—@{i) In general. A
§1.752-7 liability is an obligation de-
scribed in §1.7562-1(a)(4)(ii) to the extent
that either—

(A) The obligation is not described in
§1.752-1(a)(4)(i); or

(B) The amount of the obligation
(under paragraph (b)(3)(ii) of this sec-
tion) exceeds the amount taken into
account under §1.752-1(a)(4)(i).

(ii) Amount and share of §1.752-7 liabil-
ity. The amount of a §1.7562-7 liability
(or, for purposes of paragraph (b)(3)(i)
of this section, the amount of an obli-
gation) is the amount of cash that a
willing assignor would pay to a willing
assignee to assume the §1.752-7 liabil-
ity in an arm’s-length transaction. If
the obligation arose under a contract
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in exchange for rights granted to the
obligor under that contract, and those
contractual rights are contributed to
the partnership in connection with the
partnership’s assumption of the con-
tractual obligation, then the amount of
the §1.7562-7 liability or obligation is
the amount of cash, if any, that a will-
ing assignor would pay to a willing as-
signee to assume the entire contract. A
partner’s share of a partnership’s
§1.752-7 liability is the amount of de-
duction that would be allocated to the
partner with respect to the §1.752-7 1i-
ability if the partnership disposed of
all of its assets, satisfied all of its li-
abilities (other than §1.752-7 liabil-
ities), and paid an unrelated person to
assume all of its §1.7562-7 liabilities in a
fully taxable arm’s-length transaction
(assuming such payment would give
rise to an immediate deduction to the
partnership).

(iii) Example. In 2005, A, B, and C
form partnership PRS. A contributes
$10,000,000 in exchange for a 25% inter-
est in PRS and PRS’s assumption of a
debt obligation. The debt obligation
was issued for cash and the issue price
was equal to the stated redemption
price at maturity ($5,000,000). The debt
obligation bears interest, payable quar-
terly, at a fixed rate of interest, which
was a market rate of interest when the
debt obligation was issued. At the time
of the assumption, all accrued interest
has been paid. Prior to the partnership
assuming the obligation, interest rates
decrease, resulting in the debt obliga-
tion bearing an above-market interest
rate. Assume that, as a result of the
decline in interest rates, A would have
had to pay a willing assignee $6,000,000
to assume the debt obligation. The as-
sumption of the debt obligation by
PRS from A is treated as an assump-
tion of a §1.752-1(a)(4)(i) liability in the
amount of $5,000,000 (the portion of the
total amount of the debt obligation
that has created basis in A’s assets,
that is, the $5,000,000 that was issued in
exchange for the debt obligation ) and
an assumption of a §1.7562-7 liability in
the amount of $1,000,000 (the difference
between the total obligation, $6,000,000,
and the §1.752-1(a)(4)(i)liability,
$5,000,000).
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4) §1.752-7 liability transfer—@{) In
general. Except as provided in para-
graph (b)(4)(ii) of this section, a §1.7562—
7 liability transfer is any assumption
of a §1.7562-7 liability by a partnership
from a partner in a transaction gov-
erned by section 721(a).

(ii) Terminations under section
708(b)(1)(B). In determining if a deemed
contribution of assets and assumption
of liability as a result of a technical
termination is treated as a §1.752-7 li-
ability transfer, only §1.752-7 liabilities
that were assumed by the terminating
partnership as part of an earlier §1.752—
7 liability transfer are taken into ac-
count and, then, only to the extent of
the remaining built-in loss associated
with that §1.7562-7 liability.

(5) §1.752-7 liability partner—({) In gen-
eral. A §1.752-7 liability partner is a
partner from whom a partnership as-
sumes a §1.7562-7 liability as part of a
§1.752-7 liability transfer or any person
who acquires a partnership interest
from the §1.7562-7 liability partner in a
transaction to which paragraph (e)(3)
of this section applies.

(ii) Tiered partnerships—(A) Assump-
tion by a lower-tier partnership. If, in a
§1.752-7 liability transfer, a partnership
(lower-tier partnership) assumes a
§1.752-7 liability from another partner-
ship (upper-tier partnership), then both
the upper-tier partnership and the
partners of the upper-tier partnership
are §1.752-7 liability partners. There-
fore, paragraphs (e) and (f) of this sec-
tion apply on a sale or liquidation of
any partner’s interest in the upper-tier
partnership and on a sale or liquidation
of the upper-tier partnership’s interest
in the lower-tier partnership. See para-
graph (j)(3) of this section. If, in a
§1.7562-7 liability transfer, the upper-
tier partnership assumes a §1.752-7 li-
ability from a partner, and, subse-
quently, in another §1.752-7 liability
transfer, a lower-tier partnership as-
sumes that §1.752-7 liability from the
upper-tier partnership, then the part-
ner from whom the upper-tier partner-
ship assumed the §1.752-7 liability con-
tinues to be the §1.752-7 liability part-
ner of the lower-tier partnership with
respect to the remaining built-in loss
associated with that §1.7562-7 liability.
Any new built-in loss associated with
the §1.7562-7 liability that is created on
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the assumption of the §1.7562-7 liability
from the upper-tier partnership by the
lower-tier partnership is shared by all
the partners of the upper-tier partner-
ship in accordance with their interests
in the upper-tier partnership, and each
partner of the upper-tier partnership is
treated as a §1.7562-7 liability partner
with respect to that new built-in loss.
See paragraph (e)(3)(ii), Example 3 of
this section.

(B) Distribution of partnership interest.
If, in a transaction described in §1.752—
7(e)(3), an interest in a partnership
(lower-tier partnership) that has as-
sumed a §1.752-7 liability is distributed
by a partnership (upper-tier partner-
ship) that is the §1.752-7 liability part-
ner with respect to that liability, then
the persons receiving interests in the
lower-tier partnership are §1.7562-7 1li-
ability partners with respect to the
lower-tier partnership to the same ex-
tent that they were prior to the dis-
tribution.

(6) Remaining built-in loss associated
with a §1.752-7 liability. (i) In general.
The remaining built-in loss associated
with a §1.7562-7 liability equals the
amount of the §1.752-7 liability as of
the time of the assumption of the
§1.752-7 liability by the partnership, re-
duced by the portion of the §1.752-7 1li-
ability previously taken into account
by the §1.752-7 liability partner under
paragraph (j)(3) of this section and ad-
justed as provided in paragraph (c) of
this section and §1.704-3 for—

(A) Any portion of that built-in loss
associated with the §1.752-7 liability
that is satisfied by the partnership on
or prior to the testing date (whether
capitalized or deducted); and

(B) Any assumption of all or part of
the §1.752-7 liability by the §1.752-7 1i-
ability partner (including any assump-
tion that occurs on the testing date).

(i1) Partial dispositions and assump-
tions. In the case of a partial disposi-
tion of the §1.752-7 liability partner’s
partnership interest or a partial as-
sumption of the §1.752-7 liability by an-
other partner, the remaining built-in
loss associated with §1.752-7 liability is
pro rated based on the portion of the
interest sold or the portion of the
§1.752-7 liability assumed.

() §1.752-7 liabdility reduction—(i) In
general. The §1.752-7 liability reduction
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is the amount by which the §1.752-7 1i-
ability partner is required to reduce
the basis in the partner’s partnership
interest by operation of paragraphs (e),
(f), and (g) of this section. The §1.752-7
liability reduction is the lesser of—

(A) The excess of the §1.752-7 liability
partner’s basis in the partnership in-
terest over the adjusted value of that
interest (as defined in paragraph (b)(2)
of this section); or

(B) The remaining built-in loss asso-
ciated with the §1.752-7 liability (as de-
fined in paragraph (b)(6) of this section
without regard to paragraph (b)(6)(ii) of
this section).

(ii) Partial dispositions and assump-
tions. In the case of a partial disposi-
tion of the §1.7562-7 liability partner’s
partnership interest or a partial as-
sumption of the §1.7562-7 liability by an-
other partner, the §1.752-7 liability re-
duction is pro rated based on the por-
tion of the interest sold or the portion
of the §1.752-7 liability assumed.

(8) Satisfaction of §1.752-7 liability—In
general. A §1.7562-7 liability is treated as
satisfied (in whole or in part) on the
date on which the partnership (or the
assuming partner) would have been al-
lowed to take the §1.7562-7 liability into
account for federal tax purposes but for
this section. For example, a §1.752-7 1i-
ability is treated as satisfied when, but
for this section, the §1.752-7 liability
would give rise to—

(i) An increase in the basis of the
partnership’s or the assuming partner’s
assets (including cash);

(ii) An immediate deduction to the
partnership or to the assuming part-
ner;

(iii) An expense that is not deductible
in computing the partnership’s or the
assuming partner’s taxable income and
not properly chargeable to capital ac-
count; or

(iv) An amount realized on the sale
or other disposition of property subject
to that liability if the property was
disposed of by the partnership or the
assuming partner at that time.

(9) Testing date. The testing date is—

(i) For purposes of paragraph (e) of
this section, the date of the sale, ex-
change, or other disposition of part or
all of the §1.752-7 liability partner’s
partnership interest;
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(ii) For purposes of paragraph (f) of
this section, the date of the partner-
ship’s distribution in liquidation of the
§1.752-7 liability partner’s partnership
interest; and

(iii) For purposes of paragraph (g) of
this section, the date of the assump-
tion (or partial assumption) of the
§1.7562-7 liability by a partner other
than the §1.752-7 liability partner.

(10) Trade or business—(i) In general. A
trade or business is a specific group of
activities carried on by a person for the
purpose of earning income or profit,
other than a group of activities con-
sisting of acquiring, holding, dealing
in, or disposing of financial instru-
ments, if the activities included in that
group include every operation that
forms a part of, or a step in, the proc-
ess of earning income or profit. Such
group of activities ordinarily includes
the collection of income and the pay-
ment of expenses. The group of activi-
ties must constitute the carrying on of
a trade or business under section 162(a)
(determined as though the activities
were conducted by an individual).

(ii) Examples. The following examples
illustrate the provisions of this para-
graph (b)(10):

Example 1. Corporation Y owns, manages,
and derives rental income from an office
building and also owns vacant land that may
be subject to environmental liabilities. Cor-
poration Y contributes the land subject to
the environmental liabilities to PRS in a
transaction governed by section 721(a). PRS
plans to develop the land as a landfill. The
contribution of the vacant land does not con-
stitute the contribution of a trade or busi-
ness because Corporation Y did not conduct
any significant business or development ac-
tivities with respect to the land prior to the
contribution.

Example 2. For the past 5 years, Corpora-
tion X has owned and operated gas stations
in City A, City B, and City C. Corporation X
transfers all of the assets associated with the
operation of the gas station in City A to PRS
for interests in PRS and the assumption by
PRS of the §1.7562-7 liabilities associated
with that gas station. PRS continues to op-
erate the gas station in City A after the con-
tribution. The contribution of the gas sta-
tion to PRS constitutes the contribution of
a trade or business.

Example 3. For the past 7 years, Corpora-
tion Z has engaged in the manufacture and
sale of household products. Throughout this
period, Corporation Z has maintained a re-
search department for use in connection
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with its manufacturing activities. The re-
search department has 10 employees actively
engaged in the development of new products.
Corporation Z contributes the research de-
partment to PRS in exchange for a PRS in-
terest and the assumption by PRS of pension
liabilities with respect to the employees of
the research department. PRS continues the
research operations on a contractual basis
with several businesses, including Corpora-
tion Z. The contribution of the research op-
erations to PRS constitutes a contribution
of a trade or business.

(c) Application of section 704(b) and (c)
to assumed §1.752-7 liabilities—(1) In gen-
eral—(i) Section 704(c). Except as other-
wise provided in this section, sections
704(c)(1)(A) and (B), section 737, and the
regulations thereunder, apply to §1.752—
7 liabilities. See §1.704-3(a)(12). How-
ever, §1.704-3(a)(7) does not apply to
any person who acquired a partnership
interest from a §1.752-7 liability part-
ner in a transaction to which para-
graph (e)(1) of this section applies.

(i1) Section 704(b). Section 704(b) and
§1.704-1(b) apply to a post-contribution
change in the value of a §1.752-7 liabil-
ity. If there is a decrease in the value
of a §1.7562-7 liability that is reflected
in the capital accounts of the partners
under §1.704-1(b)(2)(iv)(f), the amount
of the decrease constitutes an item of
income for purposes of section 704(b)
and §1.704-1(b). Conversely, if there is
an increase in the value of a §1.752-7 1i-
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ability that is reflected in the capital
accounts of the partners under §1.704-
1M)(2)(iv)(f), the amount of the in-
crease constitutes an item of loss for
purposes of section 704(b) and §1.704-
1(b).

(2) Example. The following example il-
lustrates the provisions of this para-
graph (c):

Example. (i) Facts. In 2004, A, B, and C form
partnership PRS. A contributes Property 1
with a fair market value and basis of $400X,
subject to a §1.7562-7 liability of $100X, for a
25% interest in PRS. B contributes $300X
cash for a 25% interest in PRS, and C con-
tributes $600X cash for a 50% interest in
PRS. Assume that the partnership complies
with the substantial economic effect safe
harbor of §1.704-1(b)(2). Under §1.704-
1(0)(2)([iv)(b), A’s capital account is credited
with $300X (the fair market value of Prop-
erty 1, $400X, less the §1.752-7 liability as-
sumed by PRS, $100X). In accordance with
§§1.752-7(c)(1)(i) and 1.704-3, the partnership
can use any reasonable method for section
704(c) purposes. In this case, the partnership
elects the traditional method under §1.704-
3(b) and also elects to treat the deductions or
losses attributable to the §1.752-7 liability as
coming first from the built-in loss. In 2005,
PRS earns $200X of income and uses it to sat-
isfy the §1.752-7 liability which has increased
in value to $200X. Assume that the cost to
PRS of satisfying the §1.752-7 liability is de-
ductible by PRS. The $200X of partnership
income is allocated according to the partner-
ship agreement, $50X to A, $50X to B, and
$100X to C.

A B c
Book Tax Book Tax Book Tax
$300 $400 $300 $300 $600 $600 Initial Contribution
50 50 50 50 100 100 Income
(25) (125) (25) (25) (50) (50) Satisfaction of Liability
$325 $325 $325 $325 $650 $650

(ii) Analysis. Pursuant to paragraph (c) of
this section, $100X of the deduction attrib-
utable to the satisfaction of the §1.752-7 li-
ability is specially allocated to A, the §1.752—
7 liability partner, under section 704(c)(1)(A)
and §1.704-3. No book item corresponds to
this tax allocation. The remaining $100X of
deduction attributable to the satisfaction of
the §1.762-7 liability is allocated, for both
book and tax purposes, according to the
partnership agreement, $256X to A, $26X to B,
and $50X to C. If the partnership, instead,
satisfied the §1.7562-7 liability over a number
of years, the first $100X of deduction with re-

spect to the §1.7562-7 liability would be allo-
cated to A, the §1.7562-7 liability partner, be-
fore any deduction with respect to the
§1.752-7 liability would be allocated to the
other partners. For example, if PRS were to
satisfy $560X of the §1.7562-7 liability, the $50X
deduction with respect to the §1.752-7 liabil-
ity would be allocated to A for tax purposes
only. No deduction would arise for book pur-
poses. If PRS later paid a further $100X in
satisfaction of the §1.7562-7 liability, $50X of
the deduction with respect to the §1.7562-7 1i-
ability would be allocated, solely for tax pur-
poses, to A and the remaining $50X would be
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allocated, for both book and tax purposes,
according to the partnership agreement.
Under these circumstances, the partnership’s
method of allocating the built-in loss associ-
ated with the §1.752-7 liability is reasonable.

(d) Special rules for transfers of part-
nership interests, distributions of partner-
ship assets, and assumptions of the
$1.752-7 liability after a §1.752-7 liability
transfer—(1) In general. Except as pro-
vided in paragraphs (d)(2) and (i) of this
section, paragraphs (e), (f), and (g) of
this section apply to certain partner-
ship transactions occurring after a
§1.752-7 liability transfer.

(2) Ezxceptions—(i) In general. Para-
graphs (e), (f), and (g) of this section do
not apply—

(A) If the partnership assumes the
§1.752-7 liability as part of a contribu-
tion to the partnership of the trade or
business with which the liability is as-
sociated, and the partnership continues
to carry on that trade or business after
the contribution (for the definition of a
trade or business, see paragraph (b)(10)
of this section); or

(B) If, immediately before the testing
date, the amount of the remaining
built-in loss with respect to all §1.7562—
7 liabilities assumed by the partnership
(other than §1.752-7 liabilities assumed
by the partnership with an associated
trade or business) in one or more
§1.752-7 liability transfers is less than
the lesser of 10% of the gross value of
partnership assets or $1,000,000.
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(ii) Examples. The following examples
illustrate the principles of this para-
graph (d)(2):

Example 1. For the past 5 years, Corpora-
tion X, a C corporation, has been engaged in
Business A and Business B. In 2004, Corpora-
tion X contributes Business A, in a trans-
action governed by section 721(a), to PRS in
exchange for a PRS interest and the assump-
tion by PRS of pension liabilities with re-
spect to the employees engaged in Business
A. PRS plans to carry on Business A after
the contribution. Because PRS has assumed
the pension liabilities as part of a contribu-
tion to PRS of the trade or business with
which the liabilities are associated, the
treatment of the pension liabilities is not af-
fected by paragraphs (e), (f), and (g) of this
section with respect to any transaction oc-
curring after the §1.752-7 liability transfer of
the pension liabilities.

Example 2. (i) Facts. The facts are the same
as in Erample 1, except that PRS also as-
sumes from Corporation X certain pension li-
abilities with respect to the employees of
Business B. At the time of the assumption,
the amount of the pension liabilities with re-
spect to the employees of Business A is
$3,000,000 (the A liabilities) and the amount
of the pension liabilities associated with the
employees of Business B (the B liabilities) is
$2,000,000. Two years later, Corporation X
sells its interest in PRS to Y for $9,000,000.
At the time of the sale, the remaining built-
in loss associated with the A liabilities is
$2,100,000, the remaining built-in loss associ-
ated with the B liabilities is $900,000, and the
gross value of PRS’s assets (excluding §1.752—
7 liabilities) is $20,000,000. Assume that PRS
has no §1.7562-7 liabilities other than those
assumed from Corporation X.

PRS Balance Sheet at Time of X’'s Sale of PRS Interest

(in millions)

Assets Liabilities
$20 Gross Assets
(including Business A)
($2.1) A Liabilities
( 0.9) B Liabilities

(ii) Analysis. The only liabilities assumed
by PRS from Corporation X that were not as-
sumed as part of Corporation X’s contribu-
tion of Business A were the B liabilities. Im-
mediately before the testing date, the re-
maining built-in loss associated with the B
liabilities ($900,000) was less than the lesser
of 10% of the gross value of PRS’s assets

($2,000,000) or $1,000,000. Therefore, paragraph
(d)(2)(1)(B) of this section applies to exclude
Corporation X’s sale of the PRS interest to' Y
from the application of paragraph (e) of this
section.

(e) Transfer of §1.752-7 liability part-
ner’s partnership interest—(1) In general.
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Except as provided in paragraphs (d)(2),
(e)(3), and (i) of this section, imme-
diately before the sale, exchange, or
other disposition of all or a part of a
§1.7562-7 liability partner’s partnership
interest, the §1.752-7 liability partner’s
basis in the partnership interest is re-
duced by the §1.7562-7 liability reduc-
tion (as defined in paragraph (b)(7) of
this section). No deduction, loss, or
capital expense is allowed to the part-
nership on the satisfaction of the
§1.752-7 liability (within the meaning
of paragraph (b)(8) of this section) to
the extent of the remaining built-in
loss associated with the §1.7562-7 liabil-
ity (as defined in paragraph (b)(6) of
this section). For purposes of section
705(a)(2)(B) and §1.704-1(b)(2)(i1)(b) only,
the remaining built-in loss associated
with the §1.7562-7 liability is not treated
as a nondeductible, noncapital expendi-
ture of the partnership. Therefore, the
remaining partners’ capital accounts
and bases in their partnership interests
are not reduced by the remaining built-
in loss associated with the §1.752-7 1li-
ability. If the partnership (or any suc-
cessor) notifies the §1.7562-7 liability
partner of the satisfaction of the
§1.752-7 liability, then the §1.7562-7 1i-
ability partner is entitled to a loss or
deduction. The amount of that deduc-
tion or loss is, in the case of a partial
satisfaction of the §1.7562-7 liability,
the amount that the partnership
would, but for this section, take into
account on the partial satisfaction of
the §1.752-7 liability (but not, in total,
more than the §1.7562-7 liability reduc-
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tion) or, in the case of a complete sat-
isfaction of the §1.752-7 liability, the
remaining §1.7562-7 liability reduction.
To the extent of the amount that the
partnership would, but for this section,
take into account on the satisfaction
of the §1.752-7 liability, the character
of that deduction or loss is determined
as if the §1.7562-7 liability partner had
satisfied the liability. To the extent
that the §1.7562-7 liability reduction ex-
ceeds the amount that the partnership
would, but for this section, take into
account on the satisfaction of the
§1.7562-7 liability, the character of the
§1.7562-7 liability partner’s loss is cap-
ital.

(2) Examples. The following examples
illustrate the principles of paragraph
(e)(1) of this section:

Example 1. (i) Facts. In 2004, A, B, and C
form partnership PRS. A contributes Prop-
erty 1 with a fair market value of $5,000,000
and basis of $4,000,000 subject to a §1.752-7 li-
ability of $2,000,000 in exchange for a 25% in-
terest in PRS. B contributes $3,000,000 cash
in exchange for a 25% interest in PRS, and C
contributes $6,000,000 cash in exchange for a
50% interest in PRS. In 2006, when PRS has
a section 754 election in effect, A sells A’s in-
terest in PRS to D for $3,000,000. At the time
of the sale, the basis of A’s PRS interest is
$4,000,000, the remaining built-in loss associ-
ated with the §1.752-7 liability is $2,000,000,
and PRS has no liabilities (as defined in
§1.752-1(a)(4)). Assume that none of the ex-
ceptions of paragraph (d)(2) of this section
apply and that the satisfaction of the §1.7562—
7 liability would have given rise to a deduct-
ible expense to A. In 2007, PRS pays $3,000,000
to satisfy the liability.

PRS Balance Sheet (in millions)

Assets Liabilities/Equity

Value Basis Value Basis

S5 $4 Property 1

$9 $9 Cash
$2 - §1.752-7 Liability

Partner’s Equity:

$3 s$4 A
$3 $3 B
$6 $6 c

(ii) Sale of A’s PRS interest. Immediately be-
fore the sale of the PRS interest to D, A’s
basis in the PRS interest is reduced (to
$3,000,000) by the §1.752-7 liability reduction,
i.e., the lesser of the excess of A’s basis in the
PRS interest ($4,000,000) over the adjusted

value of that interest ($3,000,000), $1,000,000,
or the remaining built-in loss associated
with the §1.7562-7 liability, $2,000,000. There-
fore, A neither realizes nor recognizes any
gain or loss on the sale of the PRS interest
to D. D’s basis in the PRS interest is
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$3,000,000. D’s share of the adjusted basis of
partnership property, as determined under
§1.743-1(d), equals D’s interest in the part-
nership’s previously taxed capital of
$2,000,000 (the amount of cash that D would
receive on a liquidation of the partnership,
$3,000,000, increased by the amount of tax
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loss that would be allocated to D in the hy-
pothetical transaction, $0, and reduced by
the amount of tax gain that would be allo-
cated to D in the hypothetical transaction,
$1,000,000). Therefore, the positive basis ad-
justment under section 743(b) is $1,000,000.

Computation of §1.752-7 Liability Reduction (in millions)

Basis of A’s PRS interest

Difference
Remaining built-in loss
from §1.752-7 liability

W N

Less adjusted value of A’s PRS interest

—~
W

Uy
=

1N

5. §1.752-7. liability reduction

(lesser of 3 or 4)

$1

Gain/Loss on Sale of A’s PRS Interest (in millions)

1. Amount realized on sale

$3

2. Less basis of PRS interest

Original

§1.752-7 liability reduction

Difference
3. Gain/Loss

(iii) Satisfaction of §1.752-7 liability. Neither
PRS nor any of its partners is entitled to a
deduction, loss, or capital expense upon the
satisfaction of the §1.7562-7 liability to the
extent of the remaining built-in loss associ-
ated with the §1.7562-7 liability ($2,000,000).
PRS is entitled to a deduction, however, for
the amount by which the cost of satisfying
the §1.7562-7 liability exceeds the remaining

ol -

built-in loss associated with the §1.752-7 li-
ability. Therefore, in 2007, PRS may deduct
$1,000,000 (cost to satisfy the §1.7562-7 liabil-
ity, $3,000,000, less the remaining built-in
loss associated with the §1.752-7 liability,
$2,000,000). If PRS notifies A of the satisfac-
tion of the §1.752-7 liability, then A is enti-
tled to an ordinary deduction in 2007 of
$1,000,000 (the §1.752-7 liability reduction).

PRS’s Deduction on Satisfaction of Liability (in millions)

1. Amount paid by PRS to satisfy §1.752-7 liability
2. Remaining built-in loss for §1.752-7 liability

3. Difference

Example 2. The facts are the same as in Ex-
ample 1 except that, at the time of A’s sale of
the PRS interest to D, PRS has a non-
recourse liability of $4,000,000, of which A’s
share is $1,000,000. A’s basis in PRS is
$5,000,000. At the time of the sale of the PRS
interest to D, the adjusted value of A’s inter-
est is $4,000,000 (the fair market value of the
interest ($3,000,000), increased by A’s share of

$3
{2)

1

partnership liabilities ($1,000,000)). The dif-
ference between the basis of A’s interest
($5,000,000) and the adjusted value of that in-
terest ($4,000,000) is $1,000,000. Therefore, the
§1.752-7 liability reduction is $1,000,000 (the
lesser of this difference or the remaining
built-in loss associated with the §1.762-7 1i-
ability, $2,000,000). Immediately before the
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sale of the PRS interest to D, A’s basis is re-
duced from $5,000,000 to $4,0000,000. A’s
amount realized on the sale of the PRS in-
terest to D is $4,000,000 ($3,000,000 paid by D,
increased under section 752(d) by A’s share of
partnership liabilities, or $1,000,000). There-
fore, A neither realizes nor recognizes any
gain or loss on the sale. D’s basis in the PRS

PRS Balance Sheet

§1.752-7

interest is $4,000,000. Because D’s share of the
adjusted basis of partnership property is
$3,000,000 (D’s share of the partnership’s pre-
viously taxed -capital, $2,000,000, plus D’s
share of partnership liabilities, $1,000,000),
the basis adjustment under section 743(b) is
$1,000,000.

(in millions)

Assets Liabilities/Equity

Value Basis Value Basis

$ 5 $ 4 Property 1

$13 $13 Cash
$4 - Nonrecourse Debt
$2 - §1.752-7 Liability

Partner’s Equity:

$3 $5 A
$3 $4 B
$6 $8 C

Computation of §1.752-7 Liability Reduction (in millions)

1. Basis of A’s PRS interest

2. Less adjusted value of A’s PRS interest
Value of PRS interest
A’'s share of nonrecourse debt

Total

3. Difference between 1 and 2

4. Remaining built-in loss

from §1.752-7 liability
5. §1.752-7 liability reduction

(lesser of 3 or 4)

[ N R w &

Gain/Loss on Sale of A’s PRS Interest (in millions)

1. Amount realized on sale
Value of PRS interest
A's share of nonrecourse debt

Total

2. Less basis of PRS interest

Original

§1.752-7 liability reduction

Difference
3. Gain/Loss

Example 3. The facts are the same as in Ex-
ample 1, except that the satisfaction of the
§1.752-7 liability would have given rise to a
capital expense to A or PRS. Neither PRS
nor any of its partners are entitled to a cap-
ital expense upon the satisfaction of the

s v

§1.752-7 liability to the extent of the remain-
ing built-in loss associated with the §1.752-7
liability ($2,000,000). PRS may, however, in-
crease the basis of appropriate partnership
assets by the amount by which the cost of
satisfying the §1.7562-7 liability exceeds the
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remaining built-in loss associated with the
§1.752-7 liability. Therefore, in 2007, PRS
may capitalize $1,000,000 (cost to satisfy the
§1.752-7 liability, $3,000,000, less the remain-
ing built-in loss associated with the §1.752-7
liability, $2,000,000) to the appropriate part-
nership assets. If A is notified by PRS that
the §1.7562-7 liability has been satisfied, then
A is entitled to a capital loss in 2007 as pro-
vided in paragraph (e)(1) of this section, the
year of the satisfaction of the §1.752-7 liabil-
ity.

(3) Exception for nonrecognition trans-
actions—(i) In general. Paragraph (e)(1)
of this section does not apply where a
§1.7562-7 liability partner transfers all
or part of the partner’s partnership in-
terest in a transaction in which the
transferee’s basis in the partnership in-
terest is determined in whole or in part
by reference to the transferor’s basis in
the partnership interest. In addition,
paragraph (e)(1) of this section does not
apply to a distribution of an interest in
the partnership (lower-tier partner-
ship) that has assumed the §1.7562-7 1li-
ability by a partnership that is the
§1.7562-7 liability partner (upper-tier
partnership) if the partners of the
upper-tier partnership that were §1.752—
7 liability partners with respect to the
lower-tier partnership prior to the dis-
tribution continue to be §1.752-7 liabil-
ity partners with respect to the lower-
tier partnership after the distribution.
See paragraphs (b)(4)(ii) and ()(3) of
this section for rules on the application
of this section to partners of the §1.752—
7 liability partner.

(ii) Examples. The following examples
illustrate the provisions of this para-
graph (e)(3):

Example 1. Transfer of partnership interest to
lower-tier partnership. (i) Facts. In 2004, X con-
tributes undeveloped land with a value and
basis of $2,000,000 and subject to environ-
mental liabilities of $1,500,000 to partnership
LTP in exchange for a 50% interest in L'TP.
LTP develops the land as a landfill. In 2005,
in a transaction governed by section 721(a),
X contributes the LTP interest to UTP in ex-
change for a 50% interest in UTP. In 2008, X
sells the UTP interest to A for $500,000. At
the time of the sale, X’s basis in UTP is
$2,000,000, the remaining built-in loss associ-
ated with the environmental liability is
$1,500,000, and the gross value of UTP’s assets
is $2,500,000. The environmental liabilities
were not assumed by LTP as part of a con-
tribution by X to LTP of a trade or business
with which the liabilities were associated.
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(See paragraph (b)(10)(ii), Erample 1 of this
section.)

(ii) Analysis. Because UTP’s basis in the
LTP interest is determined by reference to
X’s basis in the LTP interest, X’s contribu-
tion of the LTP interest to UTP is exempted
from the rules of paragraph (e)(1) of this sec-
tion. Under paragraph (j)(1) of this section,
X’s contribution of the L'TP interest to UTP
is treated as a contribution of X’s share of
the assets of LTP and UTP’s assumption of
X’s share of the LTP liabilities (including
§1.752-7 liabilities). Therefore, X’s transfer of
the LTP interest to UTP is a §1.7562-7 liabil-
ity transfer. The §1.752-7 liabilities deemed
transferred by X to UTP are not associated
with a trade or business transferred to UTP
for purposes of paragraph (d)(2)(i)(A) of this
section, because they were not associated
with a trade or business transferred by X to
LTP as part of the original §1.752-7 liability
transfer. See paragraph (j)(2) of this section.
Because none of the exceptions described in
paragraph (d)(2) of this section apply to X’s
taxable sale of the UTP interest to A in 2008,
paragraph (e)(1) of this section applies to
that sale.

Example 2. Transfer of partnership interest to
corporation. The facts are the same as in Ex-
ample 1, except that, rather than transferring
the LTP interest to UTP in 2005, X contrib-
utes the LTP interest to Corporation Y in an
exchange to which section 351 applies. Be-
cause Corporation Y’s basis in the LTP in-
terest is determined by reference to X’s basis
in that interest, X’s contribution of the L'TP
interest is exempted from the rules of para-
graph (e)(1) of this section. But see section
368(h) and §1.358-7 for appropriate basis ad-
justments.

Example 3. Partnership merger. (i) Facts. In
2004, A, B, C, and D form equal partnership
PRS1. A contributes Blackacre with a value
and basis of $2,000,000 to PRS1 and PRS1 as-
sumes from A $1,500,000 of pension liabilities
unrelated to Blackacre. B, C, and D each
contribute $500,000 cash to PRS1. PRS1 uses
the cash contributed by B, C, and D
($1,500,000) to purchase Whiteacre. In 2006,
PRS1 merges into PRS2 in an assets-over
merger under §1.708-1(c)(3). Assume that,
under §1.708-1(c), PRS2 is the surviving part-
nership and PRS1 is the terminating part-
nership. At the time of the merger, the value
of Blackacre is still $2,000,000, the remaining
built-in loss with respect to the pension li-
abilities is still $1,500,000, but the value of
Whiteacre has declined to $500,000.

(ii) Deemed assumption by PRS2 of PRSI li-
abilities. Under §1.708-1(c)(3), the merger is
treated as a contribution of the assets and 1i-
abilities of PRS1 to PRS2, followed by a dis-
tribution of the PRS2 interests by PRSI in
liquidation of PRS1. Because PRS2 assumes
a §1.752-7 liability (the pension liabilities) of
PRS1, PRSI is a §1.752-7 liability partner of
PRS2. Under paragraph (b)(5)(ii)(A) of this

666



Internal Revenue Service, Treasury

section, A is also §1.752-7 liability partner of
PRS2 to the extent of the remaining
$1,500,000 built-in loss associated with the
pension liabilities. B, C, and D are not §1.752—
7 liability partners with respect to PRS1. If
the amount of the pension liabilities had in-
creased between the date of PRS1’s assump-
tion of those liabilities from A and the date
of the merger of PRSI into PRS2, then B, C,
and D would be §1.752-7 liability partners
with respect to PRS2 to the extent of their
respective shares of that increase. See para-
graph (b)(5)(ii) of this section.

(iil) Deemed distribution of PRS2 interests.
Paragraph (e)(1) does not apply to PRSI’s
deemed distribution of the PRS2 interests,
because, under paragraph (b)(5)(ii)(B) of this
section, all of the partners that were §1.752—
7 liability partners with respect to PRS2 be-
fore the distribution, i.e., A, continue to be
§1.752-7 liability partners after the distribu-
tion. After the distribution, A’s share of the
pension liabilities now held by PRS2 will
continue to be $1,500,000.

Example 4. Partnership division; no shifting
of §1.752-7 liability. The facts are the same as
in Example 3, except that PRS1 does not
merge with PRS2, but instead contributes
Blackacre to PRS2 in exchange for PRS2 in-
terests and the assumption by PRS2 of the
pension liabilities. Immediately thereafter,
PRSI distributes the PRS2 interests to A and
B in liquidation of their interests in PRSI1.
The analysis is the same as in Example 3.
After the assumption of the pension liabil-
ities by PRS2, A is a §1.7562-7 liability part-
ner with respect to PRS2. After the distribu-
tion of a PRS2 interest to A, A continues to
be a §1.752-7 liability partner with respect to
PRS2, and the amount of A’s built-in loss
with respect to the §1.752-7 liabilities con-
tinues to be $1,500,000. Therefore, paragraph
(e)(1) of this section does not apply to the
distribution of the PRS2 interests to A and
B.

Example 5. Partnership division, shifting of
$1.752-7 liability. The facts are the same as in
Example 4, except that PRS1 distributes the
PRS2 interests not to A and B, but to C and
D, in liquidation of their interests in PRSI1.
After this distribution, A does not continue
to be a §1.752-7 liability partner of PRS2, be-
cause A no longer has an interest in PRS2.
Therefore, paragraph (e)(1) of this section ap-
plies to the distribution of the PRS2 inter-
ests to C and D.

(f) Distribution in liquidation of §1.752—
7 liability partner’s partnership interest—
(1) In general. Except as provided in
paragraphs (d)(2) and (i) of this section,
immediately before a distribution in
liquidation of a §1.752-7 liability part-
ner’s partnership interest, the §1.752-7
liability partner’s basis in the partner-
ship interest is reduced by the §1.752-7

§1.752-7

liability reduction (as defined in para-
graph (b)(7) of this section). This rule
applies before section 737. No deduc-
tion, loss, or capital expense is allowed
to the partnership on the satisfaction
of the §1.752-7 liability (within the
meaning of paragraph (b)(8) of this sec-
tion) to the extent of the remaining
built-in loss associated with the §1.7562—
7 liability (as defined in paragraph
(b)(6) of this section). For purposes of
section 705(a)(2)(B) and §1.704—
1(b)(2)(ii)(b) only, the remaining built-
in loss associated with the §1.752-7 li-
ability is not treated as a nondeduct-
ible, noncapital expenditure of the
partnership. Therefore, the remaining
partners’ capital accounts and bases in
their partnership interests are not re-
duced by the remaining built-in loss as-
sociated with the §1.7562-7 liability. If
the partnership (or any successor) noti-
fies the §1.7562-7 liability partner of the
satisfaction of the §1.7562-7 liability,
then the §1.7562-7 liability partner is en-
titled to a loss or deduction. The
amount of that deduction or loss is, in
the case of a partial satisfaction of the
§1.752-7 liability, the amount that the
partnership would, but for this section,
take into account on the partial satis-
faction of the §1.752-7 liability (but
not, in total, more than the §1.752-7 1i-
ability reduction) or, in the case of a
complete satisfaction of the §1.7562-7 1i-
ability, the remaining §1.752-7 liability
reduction. To the extent of the amount
that the partnership would, but for this
section, take into account on satisfac-
tion of the §1.752-7 liability, the char-
acter of that deduction or loss is deter-
mined as if the §1.7562-7 liability part-
ner had satisfied the liability. To the
extent that the §1.752-7 liability reduc-
tion exceeds the amount that the part-
nership would, but for this section,
take into account on satisfaction of
the §1.7562-7 liability, the character of
the §1.752-7 liability partner’s loss is
capital.

(2) Example. The following example il-
lustrates the provision of this para-
graph (f):

Example. (i) Facts. In 2004, A, B, and C form
partnership PRS. A contributes Property 1
with a fair market value and basis of
$5,000,000 subject to a §1.752-7 liability of
$2,000,000 for a 25% interest in PRS. B con-
tributes $3,000,000 cash for a 25% interest in
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PRS, and C contributes $6,000,000 cash for a
50% interest in PRS. In 2012, when PRS has
a section 754 election in effect, PRS distrib-
utes Property 2, which has a basis and fair
market value of $3,000,000, to A in liquidation
of A’s PRS interest. At the time of the dis-
tribution, the fair market value of A’s PRS
interest is still $3,000,000, the basis of that in-
terest is still $5,000,000, and the remaining

PRS Balance Sheet
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built-in loss associated with the §1.752-7 li-
ability is still $2,000,000. Assume that none of
the exceptions of paragraph (d)(2) of this sec-
tion apply to the distribution and that the
satisfaction of the §1.762-7 liability would
have given rise to a deductible expense to A.
In 2013, PRS pays $1,000,000 to satisfy the en-
tire §1.752-7 liability.

(in millions)

Assets Liabilities/Equity

Value Basis Value Basis

$5 $5 Property 1

$9 $9 Cash
$2 - §1.752-7 Liability

Partner’s Equity:

$3 $5 A
$3 $3 B
$6 $6 C

(ii) Liquidation of A’s PRS interest. Imme-
diately before the distribution of Property 2
to A, A’s basis in the PRS interest is reduced
(to $3,000,000) by the §1.752-7 liability reduc-
tion, i.e., the lesser of the excess of A’s basis
in the PRS interest ($5,000,000) over the ad-
justed value ($3,000,0000 of that interest
($2,000,000) or the remaining built-in loss as-

Computation of §1.752-7 Liability Reduction

sociated with the §1.762-7 liability
($2,000,000). Therefore, A’s basis in Property 2
under section 732(b) is $3,000,000. Because this
is the same as the partnership’s basis in
Property 2 immediately before the distribu-
tion, the partnership’s basis adjustment
under section 734(b) is $0.

(in millions)

Basis of A’s PRS interest

Difference
Remaining built-in loss
from §1.752-7 liability

B W

5. §1.752-7 liability reduction

(lesser of 3 or 4)

(iii) Satisfaction of §1.752-7 liability. PRS is
not entitled to a deduction, loss, or capital
expense on the satisfaction of the §1.7562-7 1i-
ability to the extent of the remaining built-
in loss associated with the §1.7562-7 liability
($2,000,000). Because this amount exceeds the
amount paid by PRS to satisfy the §1.752-7
liability ($1,000,000), PRS is not entitled to

Less adjusted value of A’s PRS interest

—~
w u;

Uy
NS}

2
$2

any deduction for the §1.752-7 liability in
2013. If, however, PRS notifies A of the satis-
faction of the §1.752-7 liability, A is entitled
to an ordinary deduction in 2013 of $1,000,000
(the amount paid in satisfaction of the
§1.752-7 liability) and a capital loss of
$1,000,000 (the remaining §1.7562-7 liability re-
duction).
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PRS’s Deduction on Satisfaction of Liability (in millions)

Amount paid by PRS to satisfy §l.752—7 liability
Remaining built-in loss for §1.752-7 liability
(but not below zero)

Difference

(g) Assumption of §1.752-7 liability by a
partner other than §1.752-7 liability part-
ner—(1) In general. If this paragraph (g)
applies, section 704(c)(1)(B) does not
apply to an assumption of a §1.7562-7 1i-
ability from a partnership by a partner
other than the §1.752-7 liability part-
ner. The rules of paragraph (g)(2) of
this section apply only if the §1.752-7
liability partner is a partner in the
partnership at the time of the assump-
tion of the §1.7562-7 liability from the
partnership. The rules of paragraphs
(2)(3) and (4) of this section apply to
any assumption of the §1.7562-7 liability
by a partner other than the §1.7562-7 1i-
ability partner, whether or not the
§1.752-7 liability partner is a partner in
the partnership at the time of the as-
sumption from the partnership.

(2) Comnsequences to §1.752-7 liability
partner. If, at the time of an assump-
tion of a §1.7562-7 liability from a part-
nership by a partner other than the
§1.752-7 liability partner, the §1.752-7
liability partner remains a partner in
the partnership, then the §1.7562-7 li-
ability partner’s basis in the partner-
ship interest is reduced by the §1.752-7
liability reduction (as defined in para-
graph (b)(7) of this section). If the as-
suming partner (or any successor) noti-
fies the §1.7562-7 liability partner of the
satisfaction of the §1.7562-7 liability
(within the meaning of paragraph (b)(8)
of this section), then the §1.7562-7 liabil-
ity partner is entitled to a deduction or
loss. The amount of that deduction or
loss is, in the case of a partial satisfac-
tion of the §1.752-7 Iliability, the
amount that the assuming partner
would, but for this section, take into
account on the satisfaction of the
§1.752-7 liability (but not, in total,
more than the §1.752-7 liability reduc-
tion) or, in the case of a complete sat-
isfaction of the §1.752-7 liability, the
remaining §1.7562-7 liability reduction.
To the extent of the amount that the
assuming partner would, but for this

—~
N

Oy
o

section, take into account on the satis-
faction of the §1.7562-7 liability, the
character of that deduction or loss is
determined as if the §1.7562-7 liability
partner had satisfied the liability. To
the extent that the §1.752-7 liability re-
duction exceeds the amount that the
assuming partner would, but for this
section, take into account on the satis-
faction of the §1.7562-7 liability, the
character of the §1.7562-7 liability part-
ner’s loss is capital.

(3) Consequences to partnership. Imme-
diately after the assumption of the
§1.7562-7 liability from the partnership
by a partner other than the §1.7562-7 1i-
ability partner, the partnership must
reduce the basis of partnership assets
by the remaining built-in loss associ-
ated with the §1.7562-7 liability (as de-
fined in paragraph (b)(6) of this sec-
tion). The reduction in the basis of
partnership assets must be allocated
among partnership assets as if that ad-
justment were a Dbasis adjustment
under section 734(b).

(4) Conmsequences to assuming partner.
No deduction, loss, or capital expense
is allowed to an assuming partner
(other than the §1.7562-7 liability part-
ner) on the satisfaction of the §1.752-7
liability assumed from a partnership to
the extent of the remaining built-in
loss associated with the §1.7562-7 liabil-
ity. Instead, upon the satisfaction of
the §1.7562-7 Iliability, the assuming
partner must adjust the basis of the
partnership interest, any assets (other
than cash, accounts receivable, or in-
ventory) distributed by the partnership
to the partner, or gain or loss on the
disposition of the partnership interest,
as the case may be. These adjustments
are determined as if the assuming part-
ner’s basis in the partnership interest
at the time of the assumption were in-
creased by the lesser of the amount
paid (or to be paid) to satisfy the
§1.7562-7 liability or the remaining
built-in loss associated with the §1.7562—
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7 liability. However, the assuming
partner cannot take into account any
adjustments to depreciable basis, re-
duction in gain, or increase in loss
until the satisfaction of the §1.7562-7 1i-
ability.

(5) Example. The following example il-
lustrates the provisions of this para-
graph (g):

Example. (i) Facts. In 2004, A, B, and C form
partnership PRS. A contributes Property 1, a
nondepreciable capital asset with a fair mar-
ket value and basis of $5,000,000, in exchange
for a 256% interest in PRS and assumption by
PRS of a §1.752-7 liability of $2,000,000. B con-
tributes $3,000,000 cash for a 25% interest in
PRS, and C contributes $6,000,000 cash for a
50% interest in PRS. PRS uses the cash con-
tributed to purchase Property 2. In 2007, PRS

PRS Balance Sheet

26 CFR Ch. | (4-1-10 Edition)

distributes Property 1, subject to the §1.752-
7 liability to B in liquidation of B’s interest
in PRS. At the time of the distribution, A’s
interest in PRS still has a value of $3,000,000
and a basis of $5,000,000, and B’s interest in
PRS still has a value and basis of $3,000,000.
Also at that time, Property 1 still has a
value and basis of $5,000,000, Property 2 still
has a value and basis of $9,000,000, and the re-
maining built-in loss associated with the
§1.752-7 liability still is $2,000,000. Assume
that none of the exceptions of paragraph
(d)(2)(1) of this section apply to the assump-
tion of the §1.752-7 liability by B and that
the satisfaction of the §1.7562-7 liability by A
would have given rise to a deductible ex-
pense to A. In 2010, B pays $1,000,000 to sat-
isfy the entire §1.752-7 liability. At that
time, B still owns Property 1, which has a
basis of $3,000,000.

(in millions)

Assets Liabilities/Equity

Value Basis Value Basis

$5 $5 Property 1

$9 $9 Property 2
$2 - §1.752-7 Liability

Partner’s Equity:

$3 $5 A
$3 $3 B
$6 $6 C

(ii) Assumption of §1.752-7 liability by B. Sec-
tion 704(c)(1)(B) does not apply to the as-
sumption of the §1.7562-7 liability by B. In-
stead, A’s basis in the PRS interest is re-
duced (to $3,000,000) by the §1.752-7 liability
reduction, i.e., the lesser of the excess of A’s
basis in the PRS interest ($5,000,000) over the
adjusted value ($3,000,000) of that interest
($2,000,000), or the remaining built-in loss as-
sociated with the §1.7562-7 liability as of the
time of the assumption ($2,000,000). PRS’s

basis in Property 2 is reduced (to $7,000,000)
by the $2,000,000 remaining built-in loss asso-
ciated with the §1.752-7 liability. B’s basis in
Property 1 under section 732(b) is $3,000,000
(B’s basis in the PRS interest). This is
$2,000,000 less than PRS’s basis in Property 1
before the distribution of Property 1 to B. If
PRS has a section 754 election in effect for
2007, PRS may increase the basis of Property
2 under section 734(b) by $2,000,000.
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§ 1.752-7 Liability Reduction (in millions)

Basis of A’s PRS interest

Difference
Remaining built-in loss
from §1.752-7 liability
§1.752-7 liability reduction
(lesser of 3 or 4)

=S w

]

. Less adjusted value of A’s PRS interest

—~
w u;

Ur
28]

B3
NS [\

A’s Basis in PRS after Assumption by B (in millions)

1. Basis before assumption $5
2. Less §1.752-7 liability reduction (2)
3. Basis after assumption $3

PRS’s Basis in Property 2 after

Assumption by B (in millions)

1. Basis before assumption $9
2. Less remaining built-in loss

from §1.752-7 liability (2)
3. Plus section 734(b) adjustment (if

partnership has a section 754 election) 2
4. Basis after assumption $9

(iii) Satisfaction of §1.752-7 liability. B is not
entitled to a deduction on the satisfaction of
the §1.752-7 liability in 2010 to the extent of
the remaining built-in loss associated with
the §1.7562-7 liability ($2,000,000). As this
amount exceeds the amount paid by B to sat-
isfy the §1.752-7 liability, B is not entitled to
any deduction on the satisfaction of the
§1.752-7 liability in 2010. B may, however, in-
crease the basis of Property 1 by the lesser of
the remaining built-in loss associated with
the §1.752-7 liability ($2,000,000) or the
amount paid to satisfy the §1.7562-7 liability
($1,000,000). Therefore, B’s basis in Property 1
is increased to $4,000,000. If B notifies A of
the satisfaction of the §1.7562-7 liability, then
A is entitled to an ordinary deduction in 2010
of $1,000,000 (the amount paid in satisfaction
of the §1.7562-7 liability) and a capital loss of
$1,000,000 (the remaining §1.7562-7 liability re-
duction).

B’S BASIS IN PROPERTY 1 AFTER SATISFACTION
OF LIABILITY
[In millions]

1. Basis in Property 1 after distribution $3
2. Plus lesser of remaining built-in loss.

($2) or amount paid to satisfy liability ($1) 1
$4

3. Basis in Property 1 after satisfaction of liability

(h) Notification by the partnership (or
successor) of the satisfaction of the

$1.752-7 liability. For purposes of para-
graphs (e), (f), and (g) of this section,
notification by the partnership (or suc-
cessor) of the satisfaction of the §1.752—
7 liability must be attached to the
§1.7562-7 liability partner’s return
(whether an original or an amended re-
turn) for the year in which the loss is
being claimed and must include—

(1) The amount paid in satisfaction of
the §1.7562-7 liability, and whether the
amounts paid were in partial or com-
plete satisfaction of the §1.752-7 liabil-
ity;

(2) The name and address of the per-
son satisfying the §1.7562-7 liability;

(3) The date of the payment on the
§1.752-7 liability; and

(4) The character of the loss to the
§1.7562-7 liability partner with respect
to the §1.752-7 liability.

(1) Special rule for amounts that are
capitalized prior to the occurrence of an
event described in paragraphs (e), (f), or
(9)—@Q) In general. If all or a portion of
a §1.7562-7 liability is properly capital-
ized (capitalized basis) prior to an
event described in paragraph (e), (f), or
(g) of this section, then, before an
event described in paragraph (e), (f), or
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(g) of this section, the partnership may
take the capitalized basis into account
for purposes of computing cost recov-
ery and gain or loss on the sale of the
asset to which the basis has been cap-
italized (and for any other purpose for
which the basis of the asset is rel-
evant), but after an event described in
paragraph (e), (f), or (g) of this section,
the partnership may not take any re-
maining capitalized basis into account
for tax purposes.

(2) Example. The following example il-
lustrates the provisions of this para-
graph (i):

Example. (i) Facts. In 2004, A and B form
partnership PRS. A contributes Property 1, a
nondepreciable capital asset, with a fair
market value and basis of $5,000,000, in ex-
change for a 25% interest in PRS and an as-
sumption by PRS of a §1.7562-7 liability of

Gain/Loss on Sale of A’s PRS Interest
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$2,000,000. B contributes $9,000,000 in cash in
exchange for a 75% interest in PRS. PRS
uses $7,000,000 of the cash to purchase Prop-
erty 2, also a nondepreciable capital asset. In
2007, when PRS’s assets have not changed,
PRS satisfies the §1.7562-7 liability by paying
$2,000,000. Assume that PRS is required to
capitalize the cost of satisfying the §1.7562-7
liability. In 2008, A sells his interest in PRS
to C for $3,000,000. At the time of the sale,
the basis of A’s interest is still $5,000,000.

(ii) Analysis. On the sale of A’s interest to
C, A realizes a loss of $2,000,000 on the sale of
the PRS interest (the excess of $5,000,000, the
basis of the partnership interest, over
$3,000,000, the amount realized on sale). The
remaining built-in loss associated with the
§1.752-7 liability at that time is zero because
all of the §1.752-7 liability as of the time of
the assumption of the §1.752-7 liability by
the partnership was capitalized by the part-
nership. The partnership may not take any
remaining capitalized basis into account for
tax purposes.

(in millions)

1. Amount realized on sale
2. Less basis of PRS interest

Original Basis

§1.752-7 liability reduction

Difference
3. Gain/Loss

(iii) Partial Satisfaction. Assume that, prior
to the sale of A’s interest in PRS to C, PRS
had paid $1,500,000 to satisfy a portion of the
§1.752-7 liability. Therefore, immediately be-
fore the sale of the PRS interest to C, A’s
basis in the PRS interest would be reduced
(to $4,500,000) by the $500,000 remaining built-
in loss associated with the §1.752-7 liability
($2,000,000 less the $1,500,000 portion capital-
ized by the partnership as that time). On the
sale of the PRS interest, A realizes a loss of
$1,500,000 (the excess of $4,500,000, the basis of
the PRS interest, over $3,000,000, the amount

realized on the sale). Neither PRS nor any of
its partners is entitled to a deduction, loss,
or capital expense upon the satisfaction of
the §1.752-7 liability to the extent of the re-
maining built-in loss associated with the
§1.752-7 liability ($500,000). If PRS notifies A
of the satisfaction of the remaining portion
of the §1.752-7 liability, then A is entitled to
a deduction or loss of $5600,000 (the remaining
§1.752-7 liability reduction). The partnership
may not take any remaining capitalized
basis into account for tax purposes.
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Gain/Loss on Sale of A’s PRS Interest (in millions)

1. Amount realized on sale

$3

2. Less basis of PRS interest

Original Basis

§1.752-7 liability reduction

Difference
3. Gain/Loss

(j) Tiered partnerships—(1) Look-
through treatment. For purposes of this
section, a contribution by a partner of
an interest in a partnership (lower-tier
partnership) to another partnership
(upper-tier partnership) is treated as a
contribution by the partner of the
partner’s share of each of the lower-
tier partnership’s assets and an as-
sumption by the upper-tier partnership
of the partner’s share of the lower-tier
partnership’s liabilities (including
§1.752-7 liabilities). See paragraph
(e)(3)(ii) Example 1 of this section. In
addition, a partnership is treated as
having its share of any §1.7562-7 liabil-
ities of the partnerships in which it has
an interest.

(2) Trade or business exception. If a
partnership (upper-tier partnership) as-
sumes a §1.752-7 liability of a partner,
and, subsequently, another partnership
(lower-tier partnership) assumes that
§1.7562-7 liability from the upper-tier
partnership, then the §1.752-7 liability
is treated as associated only with any
trade or business contributed to the
upper-tier partnership by the §1.752-7
liability partner. The same rule applies
where a partnership assumes a §1.752-7
liability of a partner, and, subse-
quently, the §1.752-7 liability partner
transfers that partnership interest to
another partnership. See paragraph
(e)(3)(ii) Example 1 of this section.

(38) Partnership as a §1.752-7 liability
partner. If a transaction described in
paragraph (e), (f), or (g) of this section
occurs with respect to a partnership
(upper-tier partnership) that is a
§1.7562-7 liability partner of another
partnership (lower-tier partnership),
then such transaction will also be
treated as a transaction described in
paragraph (e), (f), or (g) of this section,
as appropriate, with respect to the
partners of the upper-tier partnership,

$5
($0.5)
($4.5)

($1.5)

regardless of whether the upper-tier
partnership assumed the §1.7562-7 liabil-
ity from those partners. (See paragraph
(b)(5) of this section for rules relating
to the treatment of transactions by the
partners of the upper-tier partnership).
In such a case, each partner’s share of
the §1.762-7 liability reduction in the
upper-tier partnership is equal to that
partner’s share of the §1.752-7 liability.
The partners of the upper-tier partner-
ship at the time of the transaction de-
scribed in paragraph (e), (f), or (g) of
this section, and not the upper-tier
partnership, are entitled to the deduc-
tion or loss on the satisfaction of the
§1.752-7 liability. Similar principles
apply where the upper-tier partnership
is itself owned by one or a series of
partnerships. This paragraph does not
apply to the extent that §1.7562-7(j)(4)
applied to the assumption of the §1.752—
7 liability by the lower-tier partner-
ship.

(4) Transfer of §1.752-7 liability by part-
nership to another partnership or cor-
poration after a transaction described in
paragraph (e), (f), or (g)—@{1) In general.
If, after a transaction described in
paragraph (e), (f), or (g) of this section
with respect to a §1.7562-7 liability as-
sumed by a partnership (the upper-tier
partnership), another partnership or a
corporation assumes the §1.7562-7 liabil-
ity from the upper-tier partnership (or
the assuming partner) in a transaction
in which the basis of property is deter-
mined, in whole or in part, by reference
to the basis of the property in the
hands of the upper-tier partnership (or
assuming partner), then—

(A) The upper-tier partnership (or as-
suming partner) must reduce its basis
in any corporate stock or partnership
interest received by the remaining
built-in loss associated with the §1.7562—
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7 liability, at the time of the trans-
action described in paragraph (e), (f),
or (g) of this section (but the partners
of the upper-tier partnership do not re-
duce their bases or capital accounts in
the upper-tier partnership); and

(B) No deduction, loss, or capital ex-
pense is allowed to the assuming part-
nership or corporation on the satisfac-
tion of the §1.752-7 liability to the ex-
tent of the remaining built-in loss as-
sociated with the §1.752-7 liability.

(ii) Subsequent transfers. Similar rules
apply to subsequent assumptions of the
§1.752-7 liability in transactions in
which the basis of property is deter-
mined, in whole or in part, by reference
to the basis of the property in the
hands of the transferor. If, subsequent
to an assumption of the §1.752-7 liabil-
ity by a partnership in a transaction to
which paragraph (j)(4)(i) of this section
applies, the §1.752-7 liability is as-
sumed from the partnership by a part-
ner other than the partner from whom
the partnership assumed the §1.752-7 li-
ability, then the rules of paragraph (g)
of this section apply.

UTP Balance Sheet Prior to A’s Sale
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(5) Example. The following example il-
lustrates the provisions of paragraphs
()(3) and (4) of this section:

Example. (1) Assumption of §1.752-7 liability
by UTP and transfer of §1.752-7 liability part-
ner’s interest in UTP. In 2004, A, B, and C form
partnership UTP. A contributes Property 1
with a fair market value and basis of
$5,000,000 subject to a §1.752-7 liability of
$2,000,000 in exchange for a 25% interest in
UTP. B contributes $3,000,000 cash in ex-
change for a 25% interest in UTP, and C con-
tributes $6,000,000 cash in exchange for a 50%
interest in UTP. UTP invests the $9,000,000
cash in Property 2. In 2006, A sells A’s inter-
est in UTP to D for $3,000,000. At the time of
the sale, the basis of A’s UTP interest is
$5,000,000, the remaining built-in loss associ-
ated with the §1.752-7 liability is $2,000,000,
and UTP has no liabilities other than the
§1.752-7 liabilities assumed from A. Assume
that none of the exceptions of paragraph
(d)(2) of this section apply and that the satis-
faction of the §1.7562-7 liability would give
rise to a deductible expense to A and to UTP.
Under paragraph (e) of this section, imme-
diately before the sale of the UTP interest to
D, A’s basis in UTP is reduced to $3,000,000 by
the $2,000,000 §1.752-7 liability reduction.
Therefore, A neither realizes nor recognizes
any gain or loss on the sale of the UTP inter-
est to D. D’s basis in the UTP interest is
$3,000,000.

(in millions)

Assets Liabilities/Equity

Value Basis Value Basis

$5 $5 Property 1

$9 $9 Property 2
$2 §1.752-7 Liability

Partner’s Equity:

$3 $5 A (25%)
$3 $3 B (25%)
$6_ $6 C (50%)
$12 $14 Total Equity

Gain/Loss on Sale of A’s PRS Interest to D (in millions)

1. Amount realized on sale $3
2. Less basis of PRS interest
Original $5
§1.752-7 liability reduction (82)
Difference ($3)
3. Gain/Loss $0
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(ii) Assumption of §1.752-7 liability by LTP
from UTP. In 2008, at a time when the esti-
mated amount of the §1.752-7 liability has in-
creased to $3,500,000, UTP contributes Prop-
erty 1 and Property 2, subject to the §1.752—
7 liability, to L'TP in exchange for a 50% in-
terest in LTP. At the time of the contribu-
tion, Property 1 still has a value and basis of
$5,000,000 and Property 2 still has a value and
basis of $9,000,000. UTP’s basis in L'TP under
section 722 is $14,000,000. Under paragraph
(i))(4)(1) of this section, UTP must reduce its
basis in LTP by the $2,000,000 remaining
built-in loss associated with the §1.752-7 li-
ability (as of the time of the sale of the UTP
interest by A). The partners in UTP are not
required to reduce their bases in UTP by this

§1.752-7

amount. UTP is a §1.752-7 liability partner of
LTP with respect to the entire $3,500,000
§1.752-7 liability assumed by LTP. However,
as A is no longer a partner of UTP, none of
the partners of UTP (as of the time of the as-
sumption of the §1.752-7 liability by LTP)
are §1.7562-7 liability partners of LTP with re-
spect to the $2,000,000 remaining built-in loss
associated with the §1.7562-7 liability (as of
the time of the sale of the UTP interest by
A). The UTP partners (as of the time of the
assumption of the §1.752-7 liability by LTP)
are §1.7562-7 liability partners of LTP with re-
spect to the $1,500,000 increase in the amount
of the §1.752-7 liability of UTP since the as-
sumption of that §1.752-7 liability by UTP
from A.

UTP Balance Sheet Immediately Before Contribution to LTP

(in millions)

Assets Liabilities/Equity
Value Basis Value Basis
$5 $5 Property 1
$9 $9 Property 2
§1.752-7 Liability
$2 Assumed from A
$1.5 Additional
$3.5 Total
Partner’s Equity:
$2.625 $3 D (25%)
$2.625 $3 B (25%)
$5.25 $6 C (50%)
$10.5 $12 Total Equity

UTP’s Basis in LTP Immediately After Contribution

(in millions)

1. Basis in assets
2. Less remaining built-in loss
A’'s sale

3. UTP’'s basis in LTP

(iii) Sale by UTP of LTP interest. In 2010,
UTP sells its interest in LTP to E for
$10,500,000. At the time of the sale, the LTP
interest still has a value of $10,500,000 and a
basis of $12,000,000, and the remaining built-
in loss associated with the §1.7562-7 liability
is $3,500,000. Under paragraph (e) of this sec-
tion, immediately before the sale, UTP must
reduce its basis in the LTP interest by the
§1.752-7 liability reduction. Under paragraph
(a)(4) of this section, the remaining built-in
loss associated with the §1.7562-7 liability is
$1,500,000 (remaining built-in loss associated
with the §1.7562-7 liability, $3,500,000, reduced
by the amount of the §1.7562-7 liability taken

$14
at time of

($ 2)

$12

into account under paragraph (j)(4) of this
section, $2,000,000). The difference between
the basis of the LTP interest held by UTP
($12,000,000) and the adjusted value of that in-
terest ($10,500,000) is also $1,500,000. There-
fore, the §1.7562-7 liability reduction is
$1,500,000 and UTP’s basis in the LTP inter-
est must be reduced to $10,500,000. In addi-
tion, UTP’s partners must reduce their bases
in their UTP interests by their proportionate
shares of the §1.752-7 liability reduction.
Thus, the basis of each of B’s and D’s inter-
est in UTP must be reduced by $375,000 and
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the basis of C’s interest in UTP must be re-
duced by $750,000. In 2011, D sells the UTP in-
terest to F.

26 CFR Ch. | (4-1-10 Edition)

Computation of §1.752-7 Liability Reduction (in millions)

Basis of UTP’s LTP interest

Difference between 1 and 2
Remaining built-in loss

from §1.752-7 liability
5. §1.752-7 liability reduction
(lesser of 3 or 4)

=W

Gain/Loss on Sale of UTP’'s PRS Interest to E

Less adjusted value of UTP’'s LTP interest

$12
($10.5)
$ 1.5

$ 1.5

$ 1.5

(in millions)

1. Amount realized on sale $10.5
2. Less basis of PRS interest
Original $12
§1.752-7 liability reduction ($ 1.5)
Difference ($10.5)
3. Gain/Loss $ 0

Partner’s Bases in UTP Interests after

Sale of LTP Interest

(in millions)

Basis prior to sale
Share of §1.752-7 liability
Reduction

Basis after sale

(iv) Deduction, expense, or loss associated
with the §1.752-7 liability by LTP. In 2012, L'TP
pays $3,5600,000 to satisfy the §1.7562-7 liabil-
ity. Under paragraphs (e) and (j)(4) of this
section, L'TP is not entitled to any deduction
with respect to the §1.762-7 liability. Under
paragraph (j)(3) of this section, UTP also is
not entitled to any deduction with respect to
the §1.7562-7 liability. If L'TP notifies A, B, C
and D of the satisfaction of the §1.7562-7 li-
ability, then A is entitled to a deduction in
2012 of $2,000,000, B and D are each entitled to
deductions in 2012 of $375,000, and C is enti-
tled to a deduction in 2012 of $750,000.

(k) Effective dates—(1) In general. This
section applies to §1.762-7 liability
transfers occurring on or after June 24,
2003. For assumptions occurring after
October 18, 1999, and before June 24,
2003, see §1.752-6. For §1.752-7 liability
transfers occurring on or after June 24,
2003 and before May 26, 2005, taxpayers
may rely on the exception for trading

B c D
$3 $6 $3
($0.375) ($0.75) ($0.375)
$2.625 $5.25 $2.625

and investment partnerships in para-
graph (b)(8)(ii) of §1.7562.7 (2003-28 I.R.B.
46; 68 FR 37434).

(2) Election to apply this section to as-
sumptions of liabilities occurring after Oc-
tober 18, 1999 and before June 24, 2003—(1)
In general. A partnership may elect to
apply this section to all assumptions of
liabilities (including §1.7562-7 liabil-
ities) occurring after October 18, 1999,
and before June 24, 2003. Such an elec-
tion is binding on the partnership and
all of its partners. A partnership mak-
ing such an election must apply all of
the provisions of §1.752-1 and §1.752-7,
including §1.358-5T, §1.358-7, §1.704-
1(b)(1)(ii) and (b)(2)(iv)(b), §1.704-2(b)(3),
§1.704-3(a)(7), (a)(8)({iv), and (a)(12),
§1.704-4(d)(1)(iv), §1.705-1(a)(8), §1.732-
2(d)(3)(iv), and §1.737-5.
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(ii) Manner of making election. A part-
nership makes an election under this
paragraph (k)(2) by attaching the fol-
lowing statement to its timely filed re-
turn: [Insert name and employer iden-
tification number of electing partner-
ship] elects under §1.752-7 of the In-
come Tax Regulations to be subject to
the rules of §1.358-5T, §1.358-7, §1.704—
1(b)(1)(ii) and (b)(2)(iv)(D), §1.704-2(b)(3),
§1.704-3(a)(7), (a)@)({iv), and (a)(12),
§1.704-4(d)(1)(iv), §1.705-1(a)(8), §1.732-
2(d)(3)(iv), and §1.737-5 with respect to
all liabilities (including §1.752-7 liabil-
ities) assumed by the partnership after
October 18, 1999 and before June 24,
2003. In the statement, the partnership
must list, with respect to each liability
(including each §1.7562-7 liability) as-
sumed by the partnership after October
18, 1999 and before June 24, 2003—

(A) The name, address, and taxpayer
identification number of the partner
from whom the liability was assumed;

(B) The date on which the liability
was assumed by the partnership;

(C) The amount of the liability as of
the time of its assumption; and

(D) A description of the liability.

(iii) Filing of amended returns. An
election under this paragraph (k)(2)
will be valid only if the partnership
and its partners promptly amend any
returns for open taxable years that
would be affected by the election.

(iv) Time for making election. An elec-
tion under this paragraph (k)(2) must
be filed with any timely filed Federal
income tax return filed by the partner-
ship on or after September 24, 2003 and
on or before December 31, 2005.

[T.D. 9207, 70 FR 30344, May 26, 2005; 70 FR
39654, July 11, 2005]

§1.753-1 Partner receiving income in
respect of decedent.

(a) Income in respect of a decedent
under section 736(a). All payments com-
ing within the provisions of section
736(a) made by a partnership to the es-
tate or other successor in interest of a
deceased partner are considered income
in respect of the decedent under sec-
tion 691. The estate or other successor
in interest of a deceased partner shall
be considered to have received income
in respect of a decedent to the extent
that amounts are paid by a third per-
son in exchange for rights to future

§1.753-1

payments from the partnership under
section 736(a). When a partner who is
receiving payments under section
736(a) dies, section 753 applies to any
remaining payments under section
736(a) made to his estate or other suc-
cessor in interest.

(b) Other income in respect of a dece-
dent. When a partner dies, the entire
portion of the distributive share which
is attributable to the period ending
with the date of his death and which is
taxable to his estate or other successor
constitutes income in respect of a dece-
dent under section 691. This rule ap-
plies even though that part of the dis-
tributive share for the period before
death which the decedent withdrew is
not included in the value of the dece-
dent’s partnership interest for estate
tax purposes. See paragraph (c) (3) of
§1.706-1.

(c) Example. The provisions of this
section may be illustrated by the fol-
lowing example:

Example. A and the decedent B were equal
partners in a business having assets (other
than money) worth $40,000 with an adjusted
basis of $10,000. Certain partnership business
was well advanced towards completion be-
fore B’s death and, after B’s death but before
the end of the partnership year, payment of
$10,000 was made to the partnership for such
work. The partnership agreement provided
that, upon the death of one of the partners,
all partnership property, including unfin-
ished work, would pass to the surviving part-
ner, and that the surviving partner would
pay the estate of the decedent the undrawn
balance of his share of partnership earnings
to the date of death, plus $10,000 in each of
the three years after death. B’s share of
earnings to the date of his death was $4,000,
of which he had withdrawn $3,000. B’s dis-
tributive share of partnership income of
$4,000 to the date of his death is income in
respect of a decedent (although only the
$1,000 undrawn at B’s death will be reflected
in the value of B’s partnership interest on
B’s estate tax return). Assume that the value
of B’s interest in partnership property at the
date of his death was $22,000, composed of the
following items: B’s one-half share of the as-
sets of $40,000, plus $2,000, B’s interest in
partnership cash. It should be noted that B’s
$1,000 undrawn share of earnings to the date
of his death is not a separate item but will
be paid from partnership assets. Under the
partnership agreement, A is to pay B’s estate
a total of $31,000. The difference of $9,000 be-
tween the amount to be paid by A ($31,000)
and the value of B’s interest in partnership
property ($22,000) comes within section 736(a)
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